
A. Well, from ACI's competitors like AT&T and Sprint and
MCL yes.

Q. No. No. No. I'm talking about Ameritech Michigan
information.

A. Yes. But remember -- I mean, this is a point I made last time.
The fact that ACI and Ameritech are competitors is purelv
ancillarv to the fact that AC1 is trYing to 20 and compete
against AT&T. I think it's more proper from an economic
point of 'view to see AC1 as primarily a purchaser from
Ameritech. So it's more a buyer-supplier relationship rather
than a competitive one. Tn::.t just sort of is ancillarY fallout to
the fact thc.t they're trving to design a business model that \vill
ena'oie them to 2:0 comoete against AT&1, \fCI~prlnt and
the other long distance carriers

Q. And 50 the focus of the Commission should be on setting up
an entity that can compete against AT&T; correct:

A. I'm not saying precisely that. I'm saying to understand \vhy
the certification is impoI1ant. I think YOU have to recog!lize
what the tl.mdaiilerltal strategic thrust here is, and that's to gO
comoete :n the long distance marker. Now, I mean, there's
lots OftHing5 the Commission has to consider, but i=~;t doesrl't
do so in that context I think it would be hard to u::derstand
what' 5 really going on here.

6 Tr 1088-1089 (Emphasis added) :\05 Dr. Teece's testimony clearly demonstrates, .;\meri!ec~'s tr-.le

objective is to compete in the long distance market. The focus of Ameritech Comrr:t.:rjca.:ioi1s'

business concern as relating to the provision of long distance ser,:ice becomes e';en more e':;cer,! 2.S

Teece continued his testimony:

Q. How would a competitor, \fC1 or Comcast, knew if the deal
they had negotiated was cifferent from the de::d that AC1 had
negotiated':'

A. Well, I wouid juS! simply point out that if they v,·eren't given
the saIne deal, if there was discrimination, il \\lould bc
actionable. So they would have some confidence that they
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would be presented the same deal if they were looking for
something in that neighborhood because, otherwise,
Ameritech would be in violation of the discrimination rules.

Q. And so your -- it's your position that ...\meritech basically will
never violate the discrimination rules or --

A. Well, no, not necessarily, although I would hope that would
be the case. There's all kinds of penalties, and, as I said
before, there is the -- the larger environment here is one
where Ameritech is trving hard to get permission to compete
in 10nQ distance, and if there's a litanv of evidence that th~
have not been in compliance, they won't be able to g:et what
thev're trulv after.

6 Tr j 096 (Emphasis added)

Dr. Teece then again reiterated :~.meritech's true intentions to serve the long distance market

and the effect of approval of a license in this case with respect to its ability to provide interLATA

long distance service in the future:

Q: \Vith respect to the time line under consi:eration as part or trus
applicatibn and as pan of what we've been discussing with the federal
checklist, is there a point in which -- let's say hypothetically ACI
received approval for local serv'ice here in ~1ichigan, correct, okay 1

A: Okay.

Q: Then -- first of all, as soon as they rece:ve approval under the
obligations of being cei.iricated, one has to be ready and open for
business; correct'-) You have to -- if somebody asks you ror service.
you have to offer it; correct':'

A Yes.

Q: Okay. 0."'ow, with respect to the federal checklist on long distance.
that might take a little bit longer; correct? That might take into '97
perhaps, we don't really know; isn't that right)

A: Well, they're net on the same clock. It's an independent clock.



Q:

A:

Q:

A:

Q:

A:

Q:

So we have two different time elements here for two different
activities; correct?

Yes.

Okay. \Vhat is it that ACI is going to be able to do that Ameritech
would not be able to do in the local sphere during this time of lack of
uniformity on the time schedule?

I'm not quite sure what you're asking. Are you saying --

For 1996, for instance, hypothetically if AC1 had approval --

Yes.

-- whv would it be a:lV different that Ameritech for local se:-,~ce in. .
terms ofwhar it could do versus what Ameritech could do?

\fR DE\fLOW: Again, your Honor, does counsei
mean Ameritech Michigan?

Q: (By \ir. Rov.;land) Excuse me, I apologize, A.meritech \ f.ic:-Uga:.

A: I don't think there would be any basis for significant differe::t:ation.

Q' Okay \Vhen you speak of efficiencies, one of the efficier:cies ~h2.t

you're talkir.Q: about in your testimony has to do with cost 53.\'in£5: is
~ _ J.. _ -

that correct:

A: \Vell, efficiencies result in cost savings.

Q: Okay. So for the period \\lhen we had t\\lO -- under my hY'P0the:ical
we have two companies operating at the same time, we mig!1t have
increased CC5ts, not fewer cost; correct?

A: \Vell, no, l:on't see why it would have been any higher. I mean, if
you're askir.g because we've got cenific:ltion in the local exchanQc
does that imply if they have that before they have clearance to
compete long distance does that imply higher costs. No, I con'r see
that implicar:on following. I mean, it may e~2.ble them to Qe: ~ead\' to
comcete in :he long: distance market with more certainty a:'ol.:: th~

outcome
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Q: But if we have employees working for Ameritech l\1.ichigan, at the
same time we have employees working for ACI essentially doing the
same types of activities, we have two costs; correct?

A: Well, I \vouldn't expect duplication of that kind. And if ACI did have
the oermission to enter the local -- had local certification before it had
permission to £2:0 long distance, it's not necessarilv going to spend
monev for the sake of it. I mean, it's going to, as I understand it,
prepare to compete in the 10n2: distance market.

6 Tr 1107-1109 (Emphasis added). In continuation of his cross-examination, Dr. Teece then

demonstrated how important it is to Ameritech to obtain a license in this case with respect to its true

objective of competing in the long distance market:

Q: Okay. Thank you.

Dr. Teece, I heard earlier today, and correct me ifI'm wrong, whe~
we were talking about discrimination the fact that a company ...vould
not discriminate because there is a penaity out there. Is that
essentially what you were saying, that there's a penalty on the la'.v.
therefore, one would not engage in it?

A No. There's really two things. The one that I emphasize in my direct
testimony, I think., is more powerful, and that is it's not an efficacious
strategy. The best way to get ahead in markets, particularly in this
new long distance market, is to compete head on with your
competitors. A.nd there's tremendous focus on the possibiiities of
discrimination. But ifa company was to ta.J..:e that and say, "Well, gee,
the way I'm goi.ng to 'Win in this market is by going the discnrrjnation
route rather than competing for customers through offering sL:perior
products at bener prices" -- I mean, if you ask me as a business
school professor wrjch one would a sensible CEO recommend, ·... nic:,
one would a student talk about with enthusiasm, certainly \vou!cn't
talk about the discrimination story. So that' s point one.

Point two is, yes, that there are penalties and -- in the total. It's not
just sort of the narrow penalties that are specir:ed in the act, but here
a company is trying Ultimately to get approvai to go into the 10r.g
distance business from the FCC and the De?a;.me~t of Justice, ant if
vou walk in \vith a litany or -- with a long tail of discriminaticn
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accusations, I would say the chances that the Department of Justice
is ~wing to see that lettin2 YOU into the long distance business is in the
publlc interest are certainlv less than they would othernrise be, and
giYen the maQIlirude of what's at stake here I cannot believe that that
doesn't temoer what managers want to do.

Q: If the time line was such that a Bell operating comoany or GTE
received approval to get into the long distance business and some of
these issues on discrimination might not have been well documented
until after the fact, the Bell operating company is alreadv in the long
distance business; correct?

A: Yes.

6 Tr. 1115-1116 (Emphasis added).

The testimony of its own witness Dr. Teece makes it abundantly clear that Ameritech

Communications appears less ccncemed about obtaining a iicense to actually provide local exchang~

service in :\fichigan than it does y.,ith obviating the federal competitive requirements to jump into the

interLATA long distance market. The Commission should therefore reject Ameritech

Communications' license app1ic3.tion in this case since A..'11eritech is apparently at:empting to

bootstrap an approval of a license in this case as sort ofjJat accompli with respect to future

compliance of competitive requirements with its entry into the long distance m3.rket.

II. A:\fERlTECH COM:\IU~ICATIO~S' AFFll..L\TE RELATIONSHIP \VITH
A.\IERITECH R-\ISES SERIOUS CO~CER~S AS TO WHETHER GR-\~1T'iG.-\

LICE~SE TO A:\IERITICH CO~L'\IUNICATIO~S FOR BASIC LOCAL
EXCHANGE SER\lCE \L\Y BE CONTR-\RY TO THE PUBLIC D"TIRIST

Sec:ion 302( 1t of the :\Echigan Telecommunications Act (":V iTA") sets fOILh the criteria :c r

approving an application for a license to provlce or resell basic local exchange service as follows:

~~fCL 484.2302( 1)
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(1) After notice and hearing, the commission shall approve an
application for a license if the commission finds both of the
following:

(a) The applicant possesses sufficient technical,
financial, and managerial resources and abilities to
provide basic local exchange service to every person
within the geographic area of the license.

(b) The granting of a license to the applicant would
not be contrary to the public interest.

In Paragraph 19 of its application in this proceeding, Ameritech Communications lists the various

affiliate re~uirements contained in the FTA, and then states that these requirements along v.ith

requirements contained in the \f.ichigan Telecommunications Act ("\1TA") purport to provide any

needed sateguards to ensure that the granting of a license to ACI for basic local exchar.Q:e ser,ices- - - ....

'.viti not be contrary to the public interest. In support of this assertion, Ameritech Communications

offers the testimony of}.!. Ryan Julian, Arneritech Communications' Director ofExternal .Affairs, -/

Tr 5-18, and Gregory 1. Du~', Vice President of Marketing and Sales - Network Providers for

Ameritech Information Industry Serv'ices ("A1IS"), which is a business unit of Amerite:h that has

responsibility for providing sales and service to other telecommunications providers in all states in

which .-\rner.tech provides local tele;;hone service. 3 Tr 2i 3, 275 In his direct testimony, .\ 1.;-. Juiian

sets forth various "planning principles" as "safeguards" that he claims Ameritech COIT'.lm.:nications

has used in conjunction Vvith its a:1iiiate relationship with Amerite:h Michigan with res;;e::t to th~

provisioning of local exchange ser,ice in ~1ichigan. -I Tr 555-556.\1r. Julian then refers to cenain

"structural safeguards" which he contends will ensure that Ameritech Communications operates

independently of its affiliate A.meritech i\1ichigan. -I Tr 5~i-558 In his direci: testimony, ~.fr. Dunny

describes Ameritech ;\-fichigan' 5 "planned operating relationship" with .-\rneritech Communicat~ons.
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and contends that this "planned" relationship demonstrates that the structural separation requirements

in the ITA and the MTA, as will purponedly be carried out by Ameritech Michigan, are adequate to

"protect consumers and ensure the gro\Vth of competition." 3 Tr 275-286

A. Ameritech Communications Has Failed to Demonstrate That the
Structural Separation and Other Statutory Requirements Alone \Vill Be
Sufficient to Protect Consumers Against Affiliate Abuse Or to Ensure
the Growth of Competition

As noted above, Ameritech Communications witnesses Julian and Dunny assert that their

descriptions of Ameritech ~fichigan's "planned" operating relationship with Ameritech

Communications demonstrate that the structural separation and other requirements embodied in the

ITA and the MTA, as they may be earned out by Ameritech i'viichigan, sufficiently protect customers

and ensure the gro\Vth of competition. Several independent expert witnesses in thi s case

demonstrate, however, that this is not the case. TCG Detroit's expert witness Dr. Paul Teske5

testified:

Q. Do you agree with ACI Witness Dunney (sic) that the
structural separation and other requirements embodied in the
FTA v.ill "protect consumers and ensure the gro'Wth of
competition'?"

A. No, I do not agree. Ameritech ~fichigan, ACI's affiliate, has,
by its own admission net met the requirements of the FTA
with respect te structural separation requirements, and it has
not obtained a~proval to pro\ide in region interLATA service.

5Dr. Teske is eminently quailfied to comment on the public interest aspects of .>\me~l!ech

Communications' request for a license to provide basic local exchange. Dr. Teske is 1n .A.ssociate
Professor ofPolitical Science and Public i\fanageme:1t of SLJ~'Y Stony Brook, where he specializes
in political economy. He is also an Affiliated Research Fellow v.ith the Columbia University Graduate
School ofBusiness, Institute for Tele-L1.formation. 5 Tr 902 He has conducted much ofr-Jis academic
research on state telecommunications regulation and has written a book and several anicles and othe:
literature on the issues of state telecommunications regulation and telecommunications policy. 5 Tr
902-903
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I do not see how AC1 can then assert that it has met these
same requirements or that they are sufficient to protect
customers.

5 Tr 906 AT&T Communications of~1ichigan, Inc. ("AT&T') v.itness Cathleen M. Comvay, AT&T

Corporation's Regulatory ~fanager in its Central Region Government Affairs Division., similarly

testified:

Q. Was AC1 fonned as a separate subsidiary for purposes of providing basic local
exchange service?

A. No. AC1 '.\witness Julian states that"ACI was created with the
expectation that any freedom from the long distance
(interLATA) restriction of the Modification of Final Judgment
avITI) would require that long distance service be provisioned
through a separate subsidiary." (Julian Vol. 4 Tr 552) He goes
on to state that it is his understanding that the federal
Telecommunications Act of 1996 requires a separate
subsidiary safeguard for the provision of interLATA service by
a Bell Operating Company ("BOC").

Q. Are the safeguards of the federal Act appropriate to protect
the pubric interest from the posslbility of anti-competitive
conduct by Ameritech in the local exchange market?

A. As indicated above, the separate affiliate safeguard in the
federal Act applies to the separation of the incumbent's local
exchange business from the interLATA business. The federal
Act is not directed at the situation presented to this
Commission by the ACI application, that is, the provision of
local exchange service by two competing affiliates, especially
when one of those affiliates is the incumbent local exchange
company.

5 Tr 96-1-965

AT&T witness Lee Selwyn, President of Economics and Technolcgy, Inc., a

telecommunications research and consulting firm, also underscores the point that strt.1C:Uf3.1 se:Jaration

does not adequately protect against ami-competitive conduct by A,.-neritech tn the market for basic
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local exchange. In recommending that additional affiliate safeguards be established for Ameritech

Communications with respect to its license, AT&T witness Selv.yn explained that the separate

affiliate requirements in the FTA address the relationship between a Regional Bell Operating

Company (RBOC) and the interLATA affiliate, but they do not address what relationship or

safeguards should exist when the same affiliate is also set up to provide local service or "one-stop

shopping" service. 5 Tr 785 Sehvyn explained funher that it was imponant to recognize that

Congress established these separate subsidiary requirements specifically to prevent RBOCs from

extending their monopoly market power in the local exchange market ;oto the long distance ma:ket,

and that Congress expected certain safeguards to remain in effect for the three year period during

which the separate affiliate requirement remains in place in order to protect against anti-competitive

behavior by the incumbent monopoly RBOC. 5 TT 785-786, 8i2-813

B. Despite the Existence of the Structural Separation Requirements
Embodied in the FTA and MTA, Ameritech Communications,
Ameritech ~Iichigan and Their Affiliates Can Still Undertake Anti
competitive Behavior to Gain an Unfair Competitive Advantage in the
~larket for Local Exchange Service

It must be stressed that the statutory separate affiliate requirements do not generally solve all .

the potential problems inherent in the expansion of an incumbent monopoly finn, such as .A.mer1tcch

1-fichigan, imo a competitive market. such as that for interLATA service. TeG Detroit witness Teske

explains:

The parent monopoly firm has an incentive to provide an advantage
to a new competitive affiliate venture, and no structural separation or
policing policy can be expected to completely prevent such behavior.
In addition, in a situation in which numerous affiliates exist, such as
the intennediary role played by Ameritech Information Industry
Services (AlIS), which would be the actual provider of .Ameritech
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Michigan services to ACT, the potential for anti-competitive behavior
to gain a competitive advantage is increased.

5 Tr 907 Dr. Teske, as well as other witnesses in this proceeding, identified numerous types of anti-

competitive behavior which the Ameritech affiliates could undertake, enabling them to gain an unfair

competitive advantage to A.meritech and impeding the emergence of competition in Michigan.

1. There is a significant potential for cfoss-subsidization by
Ameritech of its affiliate Ameritech Communications

First, there is a significant potential for cross-subsidization of the competitive affiliate by the

monopoly parent, including transfers of revenues and assets from monopoly parem Arneritech to the

affiliate, Ameritech Commu:ucations, 5 Tr 739-740, 793-807,907,909 and the provision of non-

service advantages to the affiliate such as sharing customer proprietary network infonnation, sharing

sales personnel and sales referrals, assistance in product development and marketing, access to

databases, and provisioning of billing and support systems and repair and maintenance. 5 Tr 90 i ,968

Indeed, :\.rneritech Communications witness Julian presents a fairly comprehensive list of services

which mav be shared bv :-\lneritech Communications, .A..rneritech ~1.ichigan or other affiliates.. '" -"

including, but not limited to: accounting and ·financing services, starr, and facilities; human resource

sernces, staff, and facilities; accounting, financial, and human resource transaction precessing and

data accumulation, staff, and fadities; auditing, legal, pension, public affairs and labor :e!::.tions

services, statT, and facilities; tax compliance services, staff, and facilities; insurance pollcy coverage

under Ameritech umbrella policies; and "genera; corporate oversight inherent in a parent/subsidiary'

relationship." 5 Tr 560

Tne record is replete v.-ith funher evidence indicating the potential for cross-subsidization bv

A..meritech of Ameritech Communications. First, Arneritech Communications represents that its
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parent Amentech \Vill be providimr the full financial backing to Amentech Communications and stand

behind its financial obligations in order to get its operations running and to provide service to each

person requesting service in the territories which it intends to serve. -1 Tr 399--10; ~~ 8 and 11 of

Application .A...mentech Communications also states, however, that in doing so it will not encumber

or pledge any of the assets of .A...mentech's local exchange operations. 4 Tr -100, -123 However,

Arneritech Communications' Vice-President of Finance and Administration, Patrick Earlev, testified

that he does not know which financial assets of Arneritech' s local operations will not be pledged or

otherwise encumbered. -1 Tr -123. He also does not know what !ln2.ncial and managerial resources

would be required to provide service to each person requesting service in the ?vf..ichigan exchanges

to which the requested license pertaining. -I Tr -119. tvfr. Earley restitied that Ameritech Corporation

had already loaned, as of the date of his testimony, approxima!ely 590 rnillion in investments to

...\meritech Communications. -1 Tr -126 However, he could not identify how much of that investment

is related to providing service in \1icrugan, 3 Tr 4-19 he could not identifY whether A.meritech had a

maximwn or minimum financial cO!11.IT'jtment to Ameritech Commu;llcations, -1 Tr -1-/2 and he could

not deterrnine how much of Ameritech' s tlnancial commitment \-vould be tanzeted to local exchange- -
service versus long distance service. of Ir -1-10--1-11

Pamcularly troubling about A..'Tleritech's investment in Ame:itech Communications to date.

and thus how much of a potential Lhere appears to be for :::-oss-subsidizat:on to oC:::.1r, 1s how

cavalierly .A...meritech is pro.....iding these investment monies to .A...neritech Communications. For

example, it was startling for the parries to discover during cross-examination of .-\meritech

Communications' financial witness, \1r. Earley, that all of.the money which was being provided bv

Arnentech to ,A..rneritech Communications to date has been in ,he ro:-m of unsecured debt, and that
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these monies were provided pursuant to an oral agreement only; there apparently is no 'WTitten

document which describes terms and conditions of these loans. -I Tr -155. This may explain why

:\1r Earley could not identify what the terms of these loans are nor what the payback period is. .; Tr

-156 Mr. Earley also testified that the $90 million of charges incurred to date by .A.mer.tech

Communications was split betv;een direct versus non-direct charges, however, he could not identify

the split between these charges, and that Ameritech Communications did not produce wi:h its

application in this case any documents, including an annual financial statement or balance sheet. wr.icn

might help to identify the split ber-;,;een direct versus non-direct charges. 3 Tr ../26--128

TCG Detroit witness Teske's ,estimon:t encapsulates \vhy these affiliate transactions ben'v'ee:J

Ameritech and Ameritech COrTUT..unications are c~use for concern:

Q. What stc.tements of ACI v.itliesses confirm. that there are no
checks on the transfer of resources and assets between ACI
and Ameritech \.tchigan?

A. ACI wilness Earley states in cross-examination that some
expenses are not being incurred directly by ACI, but rather are
being inc...med indirectly. (Tr. at 425, In. 18). He identifies the
expenses being incurred indirectly as "the time for various
support groups that may be happening throug.:~out Ameritech
that are capturing that time and cress-charging it to ACI.·'
(Ibid). In contrast, \.ff. Ear!ey states that ACI is c:iredy
incurTing the payroll fer the "200 or lOG-pIus dedicJted
employees" cf .-\C1. (Tr at 425, Ins. 15-17). He later stltes
that ACI has no employees "at this point." (Tr. at 451, Ins. 5
6). In combtnation these statements suggest ~hat Ameritech
\.fichiga....L or aIiother one of its affiliates, have employed more
than :00 ~eople solelv as a resource for ACT and in addition...... , ,
are providing suppor! from other Ameritech :"fichigan
persor..IleL

Mr. Earley 5tates that the total amount of charges incurred to
ACI to cate is approaching 590 million, but that he doesn't
"have a Spiil of direct versus non-direct" expenses. (Tr. at
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426, Ins. 8-18). In addition, he states that the internal
management reports supported by the underlying detail
needed to identify the directly incurred versus the indirectly
incurred expenses were not provided in ACI (sic) Application.

Q. Can you explain why these statements are a cause for
concern?

A. Yes, First, v.·hen read together, it is my opinion that !vfr.
Earley has stated that cross-subsidies from Ameritech
?vfichigan to ACI have taken place, and continue to take place.
Second, he states that not only is he, as Vice-President of
Finance for ACT, not aware of their magnitude, but that the
information ne"'.AeC to identif)' the magnitude of the transfer of
expenses iilcurred by ACI and absorbed by Ame;iteeh
Michigan has not been provided to the ~SC in ACI's
Application.

Q. Are there other statements of ACI witnesses that cause
concern about the afftiiate transactions between A.rneriteeh
Michigan and ACI?

A. Yes, ;\1r. Earley states in cross-examination that ACT "will be
acquiring assets in numerous fashions, either directly or
indirectiy" and that "up until that time we do stan servicing
customers there may be an occasion where we acquire them
on an indirect basis." In addition, Mr. Earley states that ACT
has been funded by Ameritech in the amount of approximately
$90 million on an unsecured basis, and that "in excess of 95'.
oftrus amount is debt. He states that first, there is no written
agreement ,.) reneet this debt funding, and second, that the
time period cor ?2.yback of the debt ;s unspecified. (Tr. at 45 S,
I 6 i-" .., .... )n. to -t)O. In. _..J .

Q. Please explain why these statements are a cause for ccncem.

A. ~ly underst:mding oL\1r Earley's statement regarding asset
acquisition is that ACI will acquire assets "indirectly" through
the mechanism of having Ameritech Michigan incur expenses
to acquire assets for the use of ACI. This is a textbook case
of cross-su'csidv, and detinitelv eradicates any notion lhat
Ameritech \fichiS!a!1 ar.d ACT are oDeratln9: as separate
affiliates. :'vir Earlev's slatements reQardinq the fundinQ of
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ACI through Ameritech Michigan debt 'Without a written
agreement, or any plan to pay back the funds, classifies this
arrangement as more of a gift than a loan, or other bona fide
financial arrangement. ACI is a separate affiliate of Ameritech
"Michigan only in [onn, but not in practice. Of equal concern
is the appearance that ACT's executive officers are oblivious
to the need for the separate affiliate transactions between
Ameritech l\1ichigan and ACI.

5 Tr 911-913 (Emphasis added)

2. There is a significant potential that Ameritech Michigan
in providing services will discriminate in favor of its
affiliate Arneritech Communications over other
competitors

Ameritech Communications represents that it intends to provide basic local exchange ser-,:ice

on a resold basis, and that it may purchase such services for resale fjom its affiliate .-\meritech

Michigan. Indeed, Ameritech Communications witness Teece admits that :\Ineritech

Communications is more likely to buy from Ameritech Michigan than Other potential providers of

local exchange service. 3 Tr 203 Mr. Teece's admission raises the very real concern that :\meritech

l\iichigan is capable and willing to discriminate in favor of its affiliate :\;neritech Communications

over other purchasers of basic lecal exchange service for resale and thus better secure ,\merltech' s

dominance in the basic local exchange market as wei! as use this Ievera\!e to gain a comDe~itive- - - .

advantage in the market for "one-stop shopping" of bundled local exeC-lange and interL-\.TA service,

which is what Ameritech Corw.-r.t..m;cations' purports to be as its business focus. :\rneritech

Communications attempts to assure the Commission in its presentation in this case that it "vill :lot

receive more preferential treatment or more favorable rates, terms or conditions than any unaffijia,ec

competitor. 3 Tr 277, 283: .j Tr 55-1 However, Arneritech Communications witness Juiian admitted
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that they have no plan in place ta detennine whether it is in fact getting better service from Ameritech

~f..ichigan than another unaffiliated carrier so as ta ensure nan-discriminatory treatment. -/ Tr 609

Despite Ameritech Communications' and Ameritech ~fichigan's empty assurances ta the

contrary, the fact of the matter is that Ameritech has an incentive and the ability to pro\ide services

to other affiliates at more favorable rates, terms, and conditions, at better quality, and in a more timely

manner than to unaffiliated competitors. 5 Tr 907 TCG Detroit v.itness Teske explains:

Q. Could Ameritech and its affiliates gain a competitive
advantage :hrough the provision of services at more favorable
rates, tenns, and conditions, at better quality, and in a more
timely fashion to its at.'flliate ACI than to an unaffiliated
competitor"

A. Yes, :\Ineritech has an incentive to provide services in a way
that discriminates in favor of its corporate sibling. This is true
for a broad range of critical services and functionalities that
ACI's competitors require, including inrerconnectio;1
arrangements, unbundled network elements, number
ponability services, and accesses to databases. Non-service
advanta'ges can also be provided to ACT. For example, the
assignment of Ameritech personnel to ACI transfers valuable
experience and bowledge of Ameritech' s business operc.tions
to .~CI. Although not all of ACT's officers came from
Ameritech, about 40% did come directiy from Ameritech to
ACT. Fur:her movement of personnel be~ween the twe
affiliates creates the very real possibility of inappropriate
infonnaticfi sharing.

5 Tr 908-909

3. There is a significant potenrial for Amerirech to use its
monopoly leverage to exploit market segmentation and
impede competition.

AJneritech Communications' affiliate relationship with :\mentech :\1ichigan, and its status as

a duplicate affiliate which would provide local exchange service on a resold basis (or thr.:)ugh a.
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facilities-based service) and interLATA service, raises special cross-subsidization concerns and may

cause Ameritech to gain an unfair competitive advantage in the markets for the provision of local

exchange service as well as interLATA service. The granting of a license to Ameritech

Communications without appropriate safeguards and conditions to protect against cross-

subsidization and preferential treatment would allow Ameritech to capture Ameritech lv1ichigan' s

local exchange customers in areas where potential competitive alternatives exist, even before such

competitors are able to get a foothold in the market. TCG Detroit witness Teske explains:

Considerable harm to the public interest cO'jld Tesult from the
establishment of duplicate affiliates to resell local exchange serv'ice in
Michigan. Tn the short-run, while ACT relies entirely on reselling
Ameritech Mchigan services, ACT could receive more favorable rates
for resold services than those available to competito!"s. ACT would be
able to captUie all of Ameritech }Vfichi~an' s local exchange customers
in areas v,'here a potential competitive alternative exists, bv
undercutting not onlY Ameritech \fichigan/ACI's ::omoetitors, but bv
undercutting :~\.Jneritech Michi~an's tariffed local exchan~e rates.
Thus, ACT WOUld be able to prevent the emergence of competition,
and ?v1ichigan <:onsumers would be prevented from gaining the
advantages of a marketplace with viable, non-affiliated competitors.

5 TT 915-916 (Emphasis addea)

Indeed, the use by a monopoly of its affiliate is a rationale economic decision of the mor,opcly

which would necessarily seek to maimain its existing market share. A2ain, Dr. Teske eXDlains
. - ,

A rational strategy on the part of a monopolist such as Amelitech
Michigan would be to oreserve its market shar~ and stymie the
emergence of competition tv creatin~ is own "competitive"
alternative, and cleanly dividing .\iichigan ratepayers into customer of
two separate entities; those :or whom a po,ential competitive
alternative exists, and those for whom a potential competitive
alternative does not exist. ~1ichigan ratepayers in the competitive
areas could receive lower local exchange service rates than the tariffed
rates they formerlY received under the Ameritech MichioJn tariff• • ::> '

while ratepayers in monopoly areas would still be subject to

21



"geographic deaveraging" and would receive new, higher rates than
the local exchange sel"\-ice rates formerly received under the
Ameritech Michigan tariff.

5 Tr 916 (Emphasis added)

.A.meritech Communications' v,:itness Teece attempts to diffuse these concerns by asserting

that price caps on monopoly basic local exchange rates would address concerns about cross-

subsidization of affiliates. 3 Tr 16-1 Ameritech Communications' position, however, is superficial and

unsatisfactory. Price caps on Ameritech Communications' sister corporation Ameritech \-lichigan's

basic local exchange service rates would not necessarily be sufficient to prevent Ameritech from using

A.meritech ~'1ichigan' s monopoly resources to cross-subsizide or provide other advantages to its

affiliates' competitive ventures. TCG Detroit witness Teske expiains:

\Vhile price caps help prevent the firm from raising capped basic local
exchange services rates to subsidize interexchange service, as
suggested by AC1 witness Teece, they cannot address non-price
concerns. Although such discrimination is meant to be prohibited as
a matter of federal public policy, price caps do not eliminate the
possibility of Ameritech providing better service quality, in a variety
of dimensions, to its own affiliate than to other competitors in the
marketplace. In addition, Ameritech cculd have its affiliate ACI
pursue the more competitive sectors of the market, lowering prices
onlv for those customers. Ths could leave other customers, who are
less well-informed or in less comoetitive areas, without the advanta2:e. -
of competitive price reductions and, potentially, v.ith lower service
quality or without investments in ser-.:ice upgraces. For eX3.:TJple,
Ameritech incorporated .-\C1 in 1994; since then A.rneritech Michigan
has invested less capital per year in its network than in any of the
previous ten years.

5 Tr 908

AT&T witness Dr. Selwyn testified as to similar concerns about placing too much emphasis

on price limits on monopoly sef',ices under Michigan's regulatory scheme. Dr. Seiwyn testitied tnat



Michigan's regulatory scheme does not effectively constrain price increases of Ameritech Michigan's

monopoly services nor prevents A.rneritech Michigan from raising these prices so as to allow it or its

affiliate Ameritech Communications to lower prices of competitive services without reducing overall

revenues to Ameritech JYfichigan or its parent Ameritech Corporation. 5 Tr 796. 798

In fact., there is ample evidence to show that Ameritech is already taking steps to potentially

exploit the segregation of the "competitive" and monopoly local exchange service markets in

}..1ichigan. Dr. Teske testitied:

Q. Is there any evidence that Ameritech }.1.ichigan intends to
restructure its local exchange service rate structure with the
resuit that rates may be higher in areas where potential
competition does not exist?

A. Yes. Ameritech JY1ichigan has filed an application to
restructure its basic lecal exchange rates and services in
:\'fichigan [referring to the Application of Ameritech ;\1.ichigan
in Case:No. U-ll039 to restructure its basic local exchange
rates and servicest The application proposes to condense the
current seven rate groups into three access areas on the basis
of the number of access lines per square rrjle in exchanges.
The resulting proposed restructure of rate groups resu[t in
Access :\.reas A and B, where a potential competitive
alternative exists, and Access Area· C, where a potential
competitive alternative does not exist. The application
proposes that A~cess Area C will have the highest rates. and
Access Are.:. A will have t;;e lowest rates. Fur.herrnore, ACI
has reflected the Access .-\reas and rate restructure proposed
by .A.meritech :\1ichigan l.r: Case No. U-ll039 in the i~lustrative

tariff attached to its appl:carion as Exboir C7

00n \1ay 10, 1996, in its Opinion and Order in Case No. l~-l 1039, the Commission :.pproved
Ameritech ~1ichigan's application to restructure its basic local exchange rates and ser.ices in
Michigan. The Commission's approval thererore removes this concern as a mere hypot~jeti.:ai.

~The illustrative tariff was admitted into evidence in this case as Exhibit A-27 .

.., ....
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5 Tr 916-917 Ameritech's steps to restructure its rate groups in conjunction with Ameritech's

creation of a duplicate affiliate to resell intraLATA and basic local exchange service would effectively

allow Ameritech to engage in a fonn of price discrimination, enabling Ameritech Michigan to cross-

subsidize its affiliate Amentech Communications' entry and emergence in the market for local

exchange service market. Dr. Teske testified on how this would manifest itself and how the public

interest would be harmed:

Q. Assuming that Ameritech Michigan and ACI both adopt the
Access Area and rate restructure proposed in Case No. V
I 1039, how would the public interest be halmed?

A. Tne primary concern results from the simultaneous creation of
a duplicate affiliate to resell intraLATA and basic local
exchange service, a proposed Access Area rate structure that
divides the state into areas on the basis of whether a potential
competitor exists, and the absence of information about the
rates, terms, and conditions of the basic local exchange resale
arrangements between Arnentech i\1ichigan and ACI

ACI would be able to obtain more favorable resale
arrangements form Arneritech i\-1ichigan for basic local
exchange service than anv other new entrant. Even assuming
-' -

that .-\meritech \1ichigan has a resale tariff on file, unless
specifically prohibited, it has every incentive to provide more
favorable rates, terms, and conditions to its affiliate through
Individual Customer Basis (ICB) contracts. The result would
be a dual rate structure \\<;th unreasonably higher rates than
customers in Access Area A. In addition to the absence of a
competitive alternative, as weil as the benefits that result from
competition, rural i\1ichigan ratepayers would be burderled
\\<ith higher monopoly rates than rates in other areas to finance
Ameritech :\1ichigan' s amicompetitive capture of urban basic
local exchange mark.ets.

5 Tr 91i-918 (Emphasis in original)
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The possibility ofcross-subsidization between Ameritech Mchigan and its affiliate Ameritech

Communications would not be limited to situations where Ameritech Communications is mere a local

service reseller. If Ameritech Communications becomes a facilities-based local exchange service

provider, there are similar concerns of cross-subsidization which would harm customers and which

would allow .-\meritech Communications to gain an unfair competitive advantage in the markets for

local exchange and interLATA service. First, revenues derived from the provision of basic local

exchange seT"vice by Ameritech Nfichigan may be used to cross-subsidize Ameritech Communications'

facilities-ba.sed local exchange service, with the result that Ameritech Communicaticns' basic local

exchange se~"ice could be priced below its total service long-run incrementa! cost (TSLRlC). 5 Tr

918 In face, there is a substantial incentive by Ameritech to undertake this type of cross-subsidization

to reduce A...rneritech Communications' service prices below its TSLRIC. Dr. Teske explains:

IfACI is able to undercut Ameritech ~1ichigan' s basic local exchange
serv'ice prices in those areas by pricing below total service long-run
incremental co~ then .-\meritech :\fichigan 'Will lose its local exchange
customers in those areas, not to the competitor, bur to its ov,tn
affiliate. Though Ameritech would lose money in the short-run, they
could make this up by charging higher rates in other areas, and by the
potential for packaging local exchange service with Other service.
This type of anticompetitivebe:-:avior is classic predatolV pricinQ for
the puroose of u~dercuttin'2 potential comoetitors and dri·v'ir.'2 them
out ofbusiness. The result would be that .A.ineritech would retain its
basic local exchange service monopoly in areas of the state even
where potential compe~itive alternatives exist.

5 Tr 919 "Emphasis added) .As discussed earlier, Ameritech Communications' incorporat~cn of

Ameritech \fichigan's rate restructuring proposal filed in Case :\'0. C-II039 provides Ameritech wi~h

the oPPOf7'J~ty to engage in this strategic differential pricing. Without adequate safeguards against

such abuse..A.meritech would be able to unreasonably discriminate between ratepayer-s in the same
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rate classes and would allow Ameritech to preserve its dominant share in the market for basic local

exchange.

Second, Ameritech Nfichigan would be able to sell or transfer to its affiliate A.rneritech

Communications capital assets which were financed with regulated service revenues at a more

favorable amount than the replacement value for purposes of provlding the regulated local exchange

service. Again Ameritech has a distinct incentive to make such inter-affiliate transfers since

Ameritech could profit in the long-run in that Ameritech could reduce the price of its basic local

exchange service below TSLRlC in its areas where potential competition might exist. This wou:d

serve to help Ameritech retain its monopoly market share. 5 Ir 920-921

Finally, Ameritech COITuTIunications' status as a duplicate facilities-based local exchange

service provider along with Ameritech Nfichigan may in the long-run allow A..'11eri~ech

Communications to establish more favorable access charges for its long-distance customers than

Ameritech lvlichigan's accesS rates. Indeed, Ameritech' s intention to establish Ameritech

Communications as a separate affiliate that provides both local and long-distance helps to faciiita~e

this potential cross-subsidization. Dr. Teske explains the reasons for this strategy:

First, assuming that ACI becomes a facilities-based provider of basic
local exchange service, Ameritech will avoid all requirements to
impute access charges charged to the affiliate for local exchange
access to its 0\1,11 serv'ices, because ACI would be prm,iding local
exchange access to itself for completion of long-distance traffic.

Second, ACI would have the ability to selectively offer its bundled
local and long-distance sef\.ice in areas where a competitive choice for
basic local exchange service exists. The existence of a duplicate
affiliate to pro"ice local exchange sef\.ice ~ill allow ACI to offer more
favorable access charges, perhaps on an ICB basis, to only those
customers who have a competitive alternative, and wbo purchase
long-distance ser.ice from ACI. All other long-distance customers in



Michigan will be customers of interexchange (IXCs) other than AC1,
and must pay Ameritech Michigan's less favorable access rates passed
through to them by IXCs.

5 TT 921-922

Such behavior would be contrary to the public interest. Ameritech Michigan would be able

to offer higher explicit access rates to its affiliate's competitors, IXCs, than ACI would implicitly

offer to its own long-distance customers through their interLATA rates. In addition, the creation of

duplicate affiliate providers of local exchange service would result in ~1ichigan customeiS paying

different and unreasonably discriminatory access rates in their interLATA rates. 5 TT 922 This would

likely result in substantial harm to consumers and will significantly impede the grow1h of greater

competition in the local and long-distance serv'ice markets.

Conclusion and Request for Relief

The evidence in this proceeding strongly demonstrates the inherent concerns arising from the

establishment by a monopoly of a duplicate affiiiate provider of local exchange serv1ces. Such a

proposition is fraught with the danger of cross-subsidization between affiliates, preferential treatment

by the monopoly provider in favor of its affiliate and the opportunity for discriminatory pricing. The

problem "l.;th Ameritech Communications' application in this proceeding is that [t amplifies rather

than attempts to resolve these CDncems. For exar:1ple, Ameritech' s witnesses have testified as to the

cavalier IT'..anner in which financial and personnel resources have been flowing between these affiliates.

Funhennore, Ameritech Communications' representations of its motives as to why it seeks a license

for local exchange service are not genuine, and its presentation in support of its case, s~ecious and

inadequate As was noted by the various independent witnesses in this case, the mere existence of



a separate affiliate is inadequate to protect against anticompetitive behavior on the part of a monopoly

provider in the absence of separate a£fi1iate transactions safeguards. It is clear from the record in this

proceeding that Ameritech Cornmunications has not provided this Commission \\ith enough

information to ensure against this potential abuse and that its true objection is to leap into the long

distance market while avoiding the necessary scrutiny as to its compliance with statutory competitive

requirements. TCG-Detroit has been inclined not to advocate the rejection of licenses for

telecommunication services in various other proceedings; however, Ameritech Comrnunic:nions'

presentation in this case is so troubling that TeG-Detroit could not countenance an approval by the

Commission in this case, since such an approval would clearly be contrary to the public interest.

Hence, TCG-Detroit recommends that Ameritech Commumcations' application for a license to

provide basic local exchange serv'ice in the service territories of Ameritech :\ficbgan be denied.

Respectfully submitted,
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